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EXECUTIVE SUMMARY 

 

 AUDIT EXAMINATION OF THE 

MORGAN COUNTY FISCAL COURT 

 

June 30, 2013 

 
 

The Auditor of Public Accounts was engaged to audit the financial activities of the Morgan County, Kentucky, 

for fiscal year ended June 30, 2013 and we have issued a disclaimer of opinion thereon. 

 

Audit work performed indicated evidence that abuse and intentional override of internal controls by 

management occurred that had a material effect on the financial statements.  This took place due to 

circumvention of internal controls and failures in the operation of internal controls that allowed an individual 

to manipulate and misappropriate funds.   Based on this, we determined the risk for fraud to be too high and 

we were unable to apply other procedures to mitigate this fraud risk.  The significance of these issues, in the 

aggregate, prevents us from placing any reliance on the financial activities contained in the Fourth Quarter 

Report of the Morgan County Fiscal Court and from expressing an opinion on the financial statement of 

Morgan County, Kentucky. 

 

The Auditor of Public Accounts was also engaged to audit the compliance of Morgan County, Kentucky, with 

the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular 

A-133 Compliance Supplement that could have a direct and material effect on each of its major federal 

programs for the year ended June 30, 2013.  Morgan County did not comply with requirements regarding 

CFDA #10.923, CFDA #23.011 and CFDA #97.036.  Due to the unreliability of the underlying financial 

records, auditors were unable to express, and we do not express, an opinion on the compliance requirements 

described in the U.S. OMB Circular A-133 Compliance Supplement. 

 

Report Comments: 
 

2013-001 The Fiscal Court Should Have Had More Oversight Of The Activities Of The County And The 

Former County Judge/Executive 

2013-002 The County Has An Outstanding Encumbrance In The Amount Of $954,936 

2013-003 The Fiscal Court Does Not Have Adequate Oversight Over The Morgan County Real Properties I 

And II 

2013-004 The Fiscal Court Should Ensure Insurance Policies Are Adequate 

2013-005 Public Properties Corporation Disbursements Were Not Approved By The Project Development 

Board 

2013-006 The Fiscal Court Should Pay Invoices Within 30 Working Days 

2013-007 The Fiscal Court Should Pay Overtime Properly 

2013-008 The Fiscal Court Should Approve Annually A Salary Schedule 

2013-009 The County Should Properly Withhold Employees’ Health Insurance Premiums 

2013-010 The Fiscal Court Should Annually Review The Administrative Code And Make Any Changes Or 

Revisions They Deem Necessary 

2013-011 The Fiscal Court Failed To Implement Adequate Internal Controls Over Federal Awards 

2013-012 The Fiscal Court Did Not Have Proper Oversight For Appalachian Regional Commission (ARC) 

Grant 

2013-013 The County Did Not Maintain Adequate Supporting Documentation For Federal Expenditures 

2013-014 Debris Removal Invoices Did Not Coincide Between FEMA Contractors 

2013-015 The County Paid Contractors Based On Supporting Documentation That Was Created By County 

Personnel 

2013-016 The Fiscal Court May Have Used FEMA Funds To Make Improvements To Park Project 

2013-017 The County Did Not Comply With Federal Regulations Regarding Contracts 

2013-018 The Fiscal Court Failed To Provide Required Matching Funds For NRCS Projects 

2013-019 The Fiscal Court Failed To Solicit Bids For NRCS Projects 

2013-020 The Fiscal Court Failed To Comply With Regulations Regarding American Reinvestment & 

Recovery Act (ARRA) Funds 



EXECUTIVE SUMMARY 

AUDIT EXAMINATION OF THE 

MORGAN COUNTY FISCAL COURT 

June 30, 2013 

(Continued) 

 

 

Report Comments: (Continued) 

 

2013-021 The Fiscal Court Did Not Properly Approve Two FEMA Expenditures 

2013-022 The Fiscal Court Did Not Execute A Lease Agreement For FEMA Temporary Relocation 

Activities 
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To the People of Kentucky 

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet 

    Honorable Tim Conley, Former Morgan County Judge/Executive 

    Honorable Stanley Franklin, Morgan County Judge/Executive 

    Members of the Morgan County Fiscal Court 

 

Independent Auditor’s Report 

 

Report on the Financial Statement 

 

We were engaged to audit the financial activity contained in the Fourth Quarter Report of the Morgan County 

Fiscal Court, Kentucky, as of and for the year ended June 30, 2013.   

 

Management’s Responsibility for the Financial Statement
 

 

Management is responsible for the preparation and fair presentation of this financial statement in accordance 

with accounting practices prescribed or permitted by the Department for Local Government to demonstrate 

compliance with the Commonwealth of Kentucky’s regulatory basis of accounting and budget laws. 

Management is also responsible for the design, implementation, and maintenance of internal control relevant to 

the preparation and fair presentation of a financial statement that is free from material misstatement, whether 

due to fraud or error. 

 

Auditor’s Responsibility 
 

Our responsibility is to express an opinion on this financial statement based on our audit.  We conducted our 

audit in accordance with auditing standards generally accepted in the United States of America, the standards 

applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General 

of the United States and the Audit Guide for Fiscal Court Audits issued by the Auditor of Public Accounts, 

Commonwealth of Kentucky.  Because of the matter described in the Basis for Disclaimer of Opinion 

paragraph, however, we were not able to obtain sufficient appropriate audit evidence to provide a basis for an 

audit opinion. 

 

Basis for Disclaimer of Opinion 
 

Audit work performed indicated evidence that abuse and intentional override of internal controls by 

management occurred that had a material effect on the financial statements.  This took place due to 

circumvention of internal controls and failures in the operation of internal controls that allowed an individual 

to manipulate and misappropriate funds.   Based on this, we determined the risk for fraud to be too high and 

we were unable to apply other procedures to mitigate this fraud risk.  The significance of these issues, in the 

aggregate, prevents us from placing any reliance on the financial activities contained in the Fourth Quarter 

Report of the Morgan County Fiscal Court.   
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To the People of Kentucky 

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet 

    Honorable Tim Conley, Former Morgan County Judge/Executive 

    Honorable Stanley Franklin, Morgan County Judge/Executive 

    Members of the Morgan County Fiscal Court 

 

 

Disclaimer of Opinion 

 

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have 

not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.  

Accordingly, we do not express an opinion on these financial statements. 

 

Other Matters 
 

We were engaged for the purpose of forming an opinion on the financial activity in the Fourth Quarter Report 

of the Morgan County Fiscal Court.  The Supplemental Schedule of Expenditures of Federal Awards (SEFA) 

is normally presented for purposes of additional analysis and is not a required part of the financial statements.  

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, it is 

inappropriate to and we do not express an opinion on the supplementary information referred to above. 
 

Other Reporting Required by Government Auditing Standards 
 

In accordance with Government Auditing Standards, we have also issued our report dated October 28, 2015 on 

our consideration of Morgan County, Kentucky’s internal control over financial reporting and on our tests of 

its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. 

The purpose of that report is to describe the scope of our testing of internal control over financial reporting and 

compliance and the results of that testing, and not to provide an opinion on the internal control over financial 

reporting or on compliance. That report is an integral part of an audit performed in accordance with 

Government Auditing Standards and should be considered in assessing the results of our audit. 

 

Based on the results of our audit, we present the accompanying schedule of findings and questioned costs 

included herein, which discuss the following report comments: 

 

2013-001 The Fiscal Court Should Have Had More Oversight Of The Activities Of The County And The 

Former County Judge/Executive 

2013-002 The County Has An Outstanding Encumbrance In The Amount Of $954,936 

2013-003 The Fiscal Court Does Not Have Adequate Oversight Over The Morgan County Real Properties I 

And II 

2013-004 The Fiscal Court Should Ensure Insurance Policies Are Adequate 

2013-005 Public Properties Corporation Disbursements Were Not Approved By The Project Development 

Board 

2013-006 The Fiscal Court Should Pay Invoices Within 30 Working Days 

2013-007 The Fiscal Court Should Pay Overtime Properly 

2013-008 The Fiscal Court Should Approve Annually A Salary Schedule 

2013-009 The County Should Properly Withhold Employees’ Health Insurance Premiums 

2013-010 The Fiscal Court Should Annually Review The Administrative Code And Make Any Changes Or 

Revisions They Deem Necessary 

2013-011 The Fiscal Court Failed To Implement Adequate Internal Controls Over Federal Awards 

2013-012 The Fiscal Court Did Not Have Proper Oversight For Appalachian Regional Commission (ARC) 

Grant 
2013-013 The County Did Not Maintain Adequate Supporting Documentation For Federal Expenditures 

2013-014 Debris Removal Invoices Did Not Coincide Between FEMA Contractors 

2013-015 The County Paid Contractors Based On Supporting Documentation That Was Created By County 

Personnel 
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To the People of Kentucky 

    Honorable Matthew G. Bevin, Governor 

    William M. Landrum III, Secretary 

    Finance and Administration Cabinet 

    Honorable Tim Conley, Former Morgan County Judge/Executive 

    Honorable Stanley Franklin, Morgan County Judge/Executive 

    Members of the Morgan County Fiscal Court 

 

 

Other Reporting Required by Government Auditing Standards (Continued) 

 

2013-016 The Fiscal Court May Have Used FEMA Funds To Make Improvements To Park Project 

2013-017 The County Did Not Comply With Federal Regulations Regarding Contracts 

2013-018 The Fiscal Court Failed To Provide Required Matching Funds For NRCS Projects 

2013-019 The Fiscal Court Failed To Solicit Bids For NRCS Projects 

2013-020 The Fiscal Court Failed To Comply With Regulations Regarding American Reinvestment & 

Recovery Act (ARRA) Funds 

2013-021 The Fiscal Court Did Not Properly Approve Two FEMA Expenditures 

2013-022 The Fiscal Court Did Not Execute A Lease Agreement For FEMA Temporary Relocation 

Activities 

 

 
      Respectfully submitted, 

                                                                          
      Adam H. Edelen 

      Auditor of Public Accounts 

October 28, 2015 
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MORGAN COUNTY OFFICIALS 

 

For The Year Ended June 30, 2013 

 

 

Fiscal Court Members:

Tim Conley County Judge/Executive

Jon Brown Magistrate

Denzil Potter Magistrate

Frankie Spencer Magistrate

Anthony Lykins Magistrate

Stanley Riggsby Magistrate

Other Elected Officials:

D. Joleen Frederick County Attorney

Jimmy D. Easterling Jailer

Randy Williams County Clerk

Donna Pelfrey Circuit Court Clerk

Mickey Whitt Sheriff

Darby Franklin Property Valuation Administrator

Raymond Vancleave Coroner

Appointed Personnel:

Darren Gillespie County Treasurer

Lynn McClurg Road Supervisor
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FOURTH QUARTER FINANCIAL STATEMENT  

 

For The Year Ended June 30, 2013



 

 

 
 

 

 



Page 7 

 

MORGAN COUNTY 

FOURTH QUARTER FINANCIAL STATEMENT 

 

For The Year Ended June 30, 2013 

 

 

 



Page 8 

 

MORGAN COUNTY 
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MORGAN COUNTY 

FOURTH QUARTER FINANCIAL STATEMENT 
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MORGAN COUNTY 
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MORGAN COUNTY 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

 

Fiscal Year Ended June 30, 2013 

 

 

 
 

Note:  This was prepared by the county’s FEMA applicant agent.  The amounts for FEMA included federal, 

state, and local expenditures.  Federal expenditures from National Resources Conservation Service and 

Appalachian Regional Commission were not included. 
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND 

ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL 

STATEMENT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS



 

 

 
 



   
 

 

The Honorable Tim Conley, Former Morgan County Judge/Executive 

The Honorable Stanley Franklin, Morgan County Judge/Executive 

Members of the Morgan County Fiscal Court  

 

Report On Internal Control Over Financial Reporting And                                                                                 

On Compliance And Other Matters Based On An Audit Of The Financial                                              

Statement Performed In Accordance With Government Auditing Standards 

 

Independent Auditor’s Report 

 

We were engaged to audit, in accordance with auditing standards generally accepted in the United States of 

America and the standards applicable to financial audits contained in Governmental Auditing Standards issued 

by the Comptroller General of the United States, the financial activity contained in the Fourth Quarter Report 

of the Morgan County Fiscal Court, as of and for the year ended June 30, 2013 and have issued our report 

thereon dated October 28, 2015.  Our report disclaims an opinion on the Fourth Quarter Report of the Morgan 

County Fiscal Court because abuse and intentional override of internal controls by management occurred that 

had a material effect on the financial statements. 

 

Internal Control Over Financial Reporting  

 

In connection with our engagement to audit the financial statements, we considered the Morgan County Fiscal 

Court’s internal control over financial reporting to determine the audit procedures that are appropriate in the 

circumstances for the purpose of expressing our opinion on the financial statement, but not for the purpose of 

expressing an opinion on the effectiveness of the Morgan County Fiscal Court’s internal control. Accordingly, 

we do not express an opinion on the effectiveness of the Morgan County Fiscal Court’s internal control.   

 

Our consideration of internal control over financial reporting was for the limited purpose described in the 

preceding paragraph and was not designed to identify all deficiencies in internal control over financial 

reporting that might be material weaknesses or significant deficiencies and therefore, material weaknesses or 

significant deficiencies may exist that were not identified.  However, as described in the accompanying 

schedule of findings and questioned costs, we identified certain deficiencies in internal control that we 

consider to be material weaknesses. 

 

A deficiency in internal control exists when the design or operation of a control does not allow management or 

employees in the normal course of performing their assigned functions, to prevent, or detect and correct 

misstatements on a timely basis.  A material weakness is a deficiency, or a combination of deficiencies, in 

internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial 

statement will not be prevented, or detected and corrected on a timely basis.  We consider the deficiencies 

described in the accompanying schedule of findings and questioned as items 2013-001, 2013-002, 2013-003, 

2013-004, and 2013-005 to be material weaknesses. 
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Report On Internal Control Over Financial Reporting  

And On Compliance And Other Matters Based On An Audit Of Financial  

Statement Performed In Accordance With Government Auditing Standards 

(Continued) 

 

 

Compliance And Other Matters 

 

In connection with our engagement to audit the financial statement of the Morgan County Fiscal Court, we 

performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements, 

noncompliance with which could have a direct and material effect on the determination of financial statement 

amounts.  However, providing an opinion on compliance with those provisions was not an objective of our 

audit and, accordingly, we do not express such an opinion.  The results of our tests disclosed instances of 

noncompliance or other matters that are required to be reported under Government Auditing Standards and 

which are described in the accompanying schedule of findings and questioned as items 2013-001, 2013-002, 

2013-003, 2013-004, 2013-005, 2013-006, 2013-007, 2013-008, 2013-009 and 2013-010.  Additionally, if the 

scope of our work had been sufficient to enable us to express an opinion on the financial statement, other 

instances of noncompliance or other matters may have been identified and reported herein. 

 

County Judge’s Responses to Findings 

 
The Morgan County Judge’s responses to the findings identified in our engagement are described in the 

accompanying schedule of findings and questioned costs.  The County Judge’s responses were not subjected to 

the auditing procedures applied in the engagement to audit the financial statement and, accordingly, we express 

no opinion on them. 

 

Purpose of this Report 

 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and 

the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or 

on compliance. This report is an integral part of an engagement to perform an audit in accordance with 

Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly, this 

communication is not suitable for any other purpose. 

 

 

 Respectfully submitted, 

                                                                           
      Adam H. Edelen 

      Auditor of Public Accounts 

October 28, 2015 



  

 

REPORT ON COMPLIANCE WITH REQUIREMENTS 

THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM                         

AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133



  

 

 



 

 

The Honorable Tim Conley, Former Morgan County Judge/Executive 

The Honorable Stanley Franklin, Morgan County Judge/Executive 

Members of the Morgan County Fiscal Court 

 

Report On Compliance With Requirements                                                                                                       

That Could Have A Direct And Material Effect On Each Major Program                                                                   

And On Internal Control Over Compliance In Accordance With OMB Circular A-133 

 

Independent Auditor’s Report 

 

Report on Compliance for Each Major Federal Program 

 

We were engaged to audit the compliance of the Morgan County Fiscal Court with the types of compliance 

requirements described in the U.S. Office of Management and Budget Circular A-133 Compliance Supplement 

that could have a direct and material effect on each of its major federal programs for the year ended June 30, 

2013.  Morgan County’s major federal programs are identified in the summary of auditor’s results section of 

the accompanying schedule of findings and questioned costs. 

 

Management’s Responsibility 
 

Management is responsible for compliance with the requirements of laws, regulations, contracts and grants 

applicable to its federal programs. 

 

Auditor’s Responsibility 
 

Our responsibility is to express an opinion on compliance for each of Morgan County Fiscal Court’s major 

federal programs based on our audit of the types of compliance requirements referred to above.  We were 

engaged to conduct an audit of compliance in accordance with auditing standards generally accepted in the 

United States of America, the standards applicable to financial audits contained in Government Auditing 

Standards, issued by the Comptroller General of the United States and OMB Circular A-133, Audits of States, 

Local Governments and Non-Profit Organizations.  Those standards require that we plan and perform our audit 

to obtain reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above could have a direct and material effect on a major federal program occurred.  An audit 

includes examining, on a test basis, evidence about Morgan County’s compliance with those requirements and 

performing such other procedures as we considered necessary in the circumstances.   Our audit does not 

provide a legal determination of the Morgan County Fiscal Court’s compliance. 

 

Basis for Disclaimer of Opinion on CFDA #10.923, CFDA #23.011, And CFDA #97.036 
 

As described in the accompanying schedule of findings and questioned costs, Morgan County did not comply 

with requirements regarding CFDA #10.923, CFDA #23.011 and CFDA #97.036 as described in finding 

numbers 2013-011, 2013-012, 2013-013, 2013-014, 2013-015, 2013-016, 2013-017, 2013-018, 2013-019, 

2013-020, 2013-021, and 2013-022.  Compliance with such requirements is necessary, in our opinion, for 

Morgan County to comply with the requirements to that program.  
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Report On Compliance With Requirements 

That Could Have A Direct And Material Effect On Each Major Program 

And On Internal Control Over Compliance In Accordance With OMB Circular A-133  

(Continued) 

 

 

Disclaimer of Opinion on CFDA #10.923, CFDA #23.011, And CFDA #97.036 
 

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have 

not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion.  

Accordingly, we do not express an opinion on the compliance requirements referred to above that could have a 

direct and material effect on each of its major federal programs for the year ended June 30, 2013.   

 

Other Matters 

 

The results of our compliance auditing procedures also disclosed other instances of noncompliance with the 

compliance requirements referred to above with are required to be reported in accordance with Circular A-133 

and which are described in the accompanying schedule of findings and questions costs as items 2013-013, 

2013-014, 2013-015, 2013-016, 2013-017, 2013-018, 2013-019, 2013-020, 2013-021, and 2013-022. 
 

Report on Internal Control over Compliance 
 

Management of the Morgan County Fiscal Court is responsible for establishing and maintaining effective 

internal control over compliance with the types of compliance requirements referred to above.  In planning and 

performing our compliance audit, we considered Morgan County’s internal control over compliance with the 

types of requirements that could have a direct and material effect on each major federal program to determine 

auditing procedures that are for the purpose of expressing our opinion on compliance and to test and report on 

internal control over compliance in accordance with Circular A-133, but not for the purpose of expressing an 

opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on 

the effectiveness of Morgan County’s internal control over compliance. 

 

Our consideration of internal control over compliance was for the limited purpose described in the preceding 

paragraph of this section and was not designed to identify all deficiencies in internal control over compliance 

that might be deficiencies, significant deficiencies, or material weaknesses.  However, as discussed below, we 

identified certain deficiencies in internal control over compliance that we consider to be material weaknesses. 

 

A deficiency in internal control over compliance exists when the design or operation of a control over 

compliance does not allow management or employees, in the normal course of performing their assigned 

functions, to prevent, or detect and correct noncompliance with a type of compliance requirement of a federal 

program on a timely basis. A material weakness in internal control over compliance is a deficiency, or 

combination of deficiencies in internal control over compliance, such that there is a reasonable possibility that 

material noncompliance with a type of compliance requirement of a federal program will not be prevented, or 

detected and corrected on a timely basis.  We consider the deficiencies in internal control over compliance 

described in the accompanying schedule of findings and questioned costs as items 2013-011 and 2013-012 to 

be material weaknesses. 
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Report On Compliance With Requirements 

That Could Have A Direct And Material Effect On Each Major Program 

And On Internal Control Over Compliance In Accordance With OMB Circular A-133  

(Continued) 

 

 

County Judge’s Responses to Findings 

 

The Morgan County Judge’s responses to the findings identified in our engagement are described in the 

accompanying schedule of findings and questioned costs.  The County Judge’s responses were not subjected to 

the auditing procedures applied in the engagement to audit the financial statement and, accordingly, we express 

no opinion on them. 

 

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of 

internal control over compliance and the results of that testing based on the requirements of OMB Circular A-

133.  Accordingly, this report is not suitable for any other purpose.  

 

 

      Respectfully submitted, 

                                                                           
      Adam H. Edelen 

      Auditor of Public Accounts 

October 28, 2015 
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MORGAN COUNTY 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS  

 
Fiscal Year Ended June 30, 2013 

 

 

A. SUMMARY OF AUDIT RESULTS 

 

1. The auditor’s report does not express an opinion on the statement of Receipts, Disbursements, and 

Changes in Cash Balances and Cash Equivalents – Regulatory Basis of Morgan County. 

2. Five material weaknesses relating to the audit of the financial statement are reported in the Independent 

Auditor’s Report.   

3. Ten instances of noncompliance material to the financial statement of Morgan County were disclosed 

during the audit. 

4. Two material weaknesses relating to the audit of the major federal awards programs are reported in the 

Independent Auditor’s Report.   

5. The auditor’s report on compliance for the audit of the major federal awards programs for Morgan County 

does not express an opinion. 

6. There are twelve findings relative to the major federal awards programs for Morgan County reported in 

Part C of this schedule. 

7. The programs tested as major programs were:  Emergency Watershed Protection Program (CFDA 

#10.923), Appalachian Research, Technical Assistance and Demonstration Projects (CDFA #23.011), and 

Disaster Grant – Public Assistance (CFDA #97.036). 

8. The threshold for distinguishing Type A and B programs was $300,000. 

9. Morgan County was not determined to be a low-risk auditee. 

 

B. FINDINGS - FINANCIAL STATEMENT AUDIT 

 

STATE LAWS AND REGULATIONS AND MATERIAL WEAKNESSES 

 

2013-001 The Fiscal Court Should Have Had More Oversight Of The Activities Of The County And The 

Former County Judge/Executive 

 
On February 29, 2012, the former County Judge/Executive, pursuant to KRS 39A.100(2), declared a local state 

of emergency due to the severe weather and possible tornado.  Under this declaration, the former County 

Judge/Executive waived procedures and formalities otherwise required by the law pertaining to:  a) 

performance of public work, b) entering into contracts, c) incurring obligations, d) employment of permanent 

and temporary workers, e) utilization of volunteer workers, f) rental of equipment, g)  appropriation and 

expenditure of public funds.  On March 2, 2012, a tornado caused significant damage to Morgan County.   

 

On March 12, 2012, the fiscal court approved “to continue to work under an emergency order and to allow [the 

Judge/Executive] to pay all bills, insurance claims, and replace county vehicles as needed and to sign all 

documents as needed.”  The fiscal court allowed the former County Judge/Executive to continue to act under 

the local emergency order until February 13, 2014, a period of nearly two years.  To put this emergency 

order’s timeframe in perspective, the state of emergency Order issued by the Governor was for a period of one 

month.  KRS 39A.100(2) allows a judge/executive to “declare in writing that a state of emergency exists, and 

thereafter, subject to any orders of the Governor, shall have and may exercise for the period as the state of 

emergency exists or continues,” certain emergency powers listed in the statute. The statute does not authorize a 

county fiscal court to approve or extend a judge/executive’s emergency order.  During this period of almost 

two years, the former County Judge/Executive utilized emergency authority to enter into contracts without 

following bidding procedures.  This created an environment of very little oversight and opportunities for 

management override internal controls.  It appears that the former County Judge/Executive abused the 

authority of the emergency declaration by not properly bidding many contracts. 
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B. FINDINGS - FINANCIAL STATEMENT AUDIT (Continued) 

 

STATE LAWS AND REGULATIONS AND MATERIAL WEAKNESSES (Continued) 

 

2013-001 The Fiscal Court Should Have Had More Oversight Of The Activities Of The County And The 

Former County Judge/Executive (Continued) 

 

During the time period the emergency declaration was in effect, the former County Judge/Executive was 

president of the Public Properties Corporation, president of the Morgan County Real Properties I, Inc., 

president of the Morgan Real Properties II, Inc., and chairman of the Morgan County Arts and Recreation 

Commission.  Many of the decisions made by these entities were made by the former County Judge/Executive 

without board approval.  In addition, the fiscal court was not fully informed of the activities of these entities, 

even though $7,601,867 of county funds was being utilized by these entities.  In fact, auditors were unable to 

locate any county employees that had knowledge of the structure and activity of Morgan County Real 

Properties I and II corporations.  Auditors had to rely on information from outside sources to determine the 

disposition of county assets and insurance proceeds.   In order for comprehensive financial oversight to occur, 

the County Judge/Executive is obligated to report to the fiscal court any and all activity that the County 

Judge/Executive approves while serving in his official capacity on other governing boards, especially when 

county funds and assets are being utilized by the entities.   

 

Due to decisions made and actions taken by the former County Judge/Executive while under the local 

emergency order, FEMA funding may have been deobligated.  Examples of this includes entering into long-

term leases of county buildings to the water district and hospital, transferring property to the Morgan County 

Real Properties I and II, and accepting insurance settlements without following protocol. 

 

The fiscal court permitted the former County Judge/Executive to continue utilizing emergency authority for 

more than two years after the March 2012 tornado.  Instead, the fiscal court should have limited the time frame 

and scope of the local emergency order by resuming its regular oversight functions after the Governor’s 30-day 

emergency order expired, and should have required special meetings as necessary to have more control and 

oversight of the county’s activities.  The lack of oversight by the fiscal court subjected the county to waste, 

fraud, and abuse.  We will refer this audit and the following comments to the Office of the Attorney General.   

 

We recommend the fiscal court review the county’s administrative code to address emergency declarations and 

require a reasonable period for the emergency declaration.   We also recommend the County Judge/Executive 

report to the fiscal court activities that he participates in that a) impacts county assets and b) are part of his 

official duties as County Judge/Executive. 

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  We will review the administrative code to address 
emergency declarations and require a reasonable period for the emergency declaration.  We currently conduct 

numerous special meetings to keep the magistrates abreast of current financial conditions and other matters. 
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B. FINDINGS - FINANCIAL STATEMENT AUDIT (Continued) 

 

STATE LAWS AND REGULATIONS AND MATERIAL WEAKNESSES (Continued) 

 

2013-002 The County Has An Outstanding Encumbrance In The Amount Of $954,936 

 

The county has an outstanding encumbrance in excess of available cash balances.  On March 15, 2012, the 

county received invoices from a third party vendor totaling $2,790,940 for services provided after the tornado 

on March 2, 2012.  This vendor provided delivery and pickup of items for temporary use, which include the 

following items:  office space (tent and trailers), storage trailer, tables, chairs, portable restrooms, generators, 

HVAC system, lighting, and two all-terrain vehicles.  The county used these items for approximately 3 

months.  The former County Judge/Executive entered into a contract with the vendor that was not reviewed 

and approved by the former County Attorney and was not approved by the fiscal court.  The former County 

Attorney provided a contract for the former County Judge/Executive and the vendor to sign in May 2013 (more 

than 1 year after the disaster) that states, in part, “This agreement is effective retroactive to March 5, 2012….”.  

The former County Judge/Executive did not use this contract but, instead, used a contract that did not include a 

date the contract was signed but did state that the effective date of the contract was March 3, 2012.   

 

The contract which was executed did not address the price of services to be provided, the service period, or the 

location of the services.  On May 9, 2012, the vendor submitted a second set of invoices  to the county, which 

showed a reduction by the vendor from the original total of $2,790,940, to $1,730,464.  The reductions were a 

result of a change in the rental period, units billed and delivery fees.  These reduced invoices were submitted to 

FEMA for reimbursement.  However, Kentucky Emergency Management has questioned the validity of the 

contract, the necessity of services, the lack of competitive pricing, and the vendor selection method.  

Additionally, on January 30, 2014, these vendor invoices were reduced by the vendor for a second time to a 

total of $954,936, which results in a total reduction of $1,836,004 from the original invoices.  Auditors were 

unable to determine the reason for these adjustments, and a review of fiscal court minutes for our audit’s 

subsequent events period (June 30, 2013 through the date of this report) did not identify the fiscal court’s 

authorization to pay this amount.  However, we have identified that on September 19, 2014, the third party 

vendor filed a lawsuit against the county demanding payment in the amount of $954,936 for services rendered.  

Even though the invoices were submitted to FEMA and have been questioned, the fiscal court minutes show 

the fiscal court has taken no action to pay these invoices.  As of June 30, 2013, the General Fund had a cash 

balance of $432,540.  When the outstanding invoices are taken into consideration, the result is a negative 

unencumbered cash balance of $1,297,924 in the General Fund as of June 30, 2013.  Since this matter is 

currently in litigation, however, and the outcome of the litigation is uncertain, auditors cannot determine at this 

time the unencumbered cash balance in the General Fund as of June 30, 2013. 

 

Due to the questions raised by Kentucky Emergency Management, and due to the on-going litigation between 

the county and the vendor over these invoices, we recommend awaiting the litigation’s conclusion before the 

fiscal court determines whether these encumbrances, and in what amounts, are found by the Morgan Circuit 

Court to be legitimate disbursements of the county. 

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  We agree that there is significant uncertainty for the 

amount of the encumbrance.  We are very aware that the County will likely need to incur additional debt to 
pay this vendor when a settlement is reached.  The County Attorney is in the process of determining the fair 

market value of the services provided and negotiating a settlement with the vendor.  Furthermore, we agree 
that all contracts should be reviewed and approved by the County Attorney and the Fiscal Court.  We will 

ensure that this occurs regarding all contracts in the future. 
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B. FINDINGS - FINANCIAL STATEMENT AUDIT (Continued) 

 

STATE LAWS AND REGULATIONS AND MATERIAL WEAKNESSES (Continued) 

 

2013-003 The Fiscal Court Does Not Have Adequate Oversight Over The Morgan County Real Properties I 

And II 

 

The county does not have adequate oversight and internal controls over the Morgan County Real Properties I 

and II, which were created to comply with the New Markets Tax Credit regulations in order to receive funding 

for projects to rebuild Morgan County after the tornado on March 2, 2012.   These projects are for paying the 

costs of the acquisition, construction, installation and equipping a community center, parking garage, extension 

office, wellness and recovery center, and the renovation of the old Morgan County Courthouse.  During our 

fieldwork, none of the county employees we spoke with fully understood and oversaw the activity surrounding 

the Morgan County Real Properties I and II accounts to a level sufficient to give assurance that transactions are 

complete, accurate, free from material misstatement, and utilized for intended purposes.    

 

The fiscal court placed insurance proceeds totaling $7,601,867, debt proceeds of $4,046,880, and grant funds 

of $2,000,000 into the Morgan County Real Properties I and II bank accounts.  Also, county owned property, 

which includes the community center and old courthouse, was transferred to the Morgan County Real 

Properties I and II based on the sole authority of the former County Judge/Executive.  There was no clearly 

defined responsibility, accountability, or authority over these transactions which place the county at risk for 

waste, fraud, and abuse.   

 

The boards of directors established to manage the Morgan County Real Properties I and II corporations were 

merely a formality, as the boards did not take any action to oversee the activity that was taking place.  There 

were no official minutes provided of the meetings provided to the auditors, although requested from various 

county employees.  Auditors were unable to identify county employees that even had knowledge of the 

existence of these entities.  Auditors had to utilize third party sources to obtain information and documents and 

to gain an understanding of the activity of these accounts.  

 

We recommend the county ensure that proper controls are in place to monitor the activities of the Morgan 

County Real Properties I and II corporations. 

 

Former Judge/Executive’s Response:  None.   

 
County Judge/Executive Stanley Franklin’s Response:  The Deputy Judge has made it a priority to understand 

this structure and has become very familiar with these entities.  The Deputy Judge will be able to answer any 

future questions regarding these entities.  Since taking office in January 2015, I have attended all Morgan 

County Real Properties I and II meetings.  These meetings are currently conducted monthly and minutes are 

prepared and approved. 
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B. FINDINGS - FINANCIAL STATEMENT AUDIT (Continued) 

 

STATE LAWS AND REGULATIONS AND MATERIAL WEAKNESSES (Continued) 

 

2013-004 The Fiscal Court Should Ensure Insurance Policies Are Adequate 

 

The Morgan County Judicial Center was under construction when it was damaged by the tornado on March 2, 

2012.  The county reached a settlement with the insurance company on September 13, 2012 in the amount of 

$8,385,183.  However, this amount was not adequate to cover the costs to rebuild the damaged building.  On 

April 18, 2013, the county issued revenue bonds in the amount of $1,635,000 for the purpose of completing the 

Judicial Center due to the fact the there was inadequate insurance coverage.  The county requested FEMA to 

reimburse the county for the difference in the insurance proceeds and the cost to rebuild the Judicial Center.  

However, this project has not been obligated by FEMA and is still under review.  We recommend the county 

implement controls to ensure that insurance coverage is adequate in the future.    

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  We will reevaluate each building’s insurance coverage 

to determine that the coverage is adequate to cover costs to rebuild the buildings if damaged.  

 
2013-005 Public Properties Corporation Disbursements Were Not Approved By The Project Development 

Board 

 

We could not find documentation of approval of $5,263,658 of Public Properties Corporation disbursements 

for the judicial center.  All disbursements are required to be approved by the Project Development Board 

before payment is made.  There were nine months in which disbursements were paid and only three monthly 

board meetings for the months of October, February and May.  There were no disbursements approved in 

October.  The documentation for the February meeting approved a total for disbursements to be paid; however, 

the total amount approved did not agree to the actual amounts paid.  The May meeting approved invoices, but 

no listing or amounts were provided.  All payments were signed off by the former County Judge/Executive and 

a representative of the Administrative Office of the Courts; but, the Project Development Board members may 

not have been aware of the disbursements being paid.  We recommend all disbursements be approved in the 

official minutes of the Project Development Board with a listing of each vendor and amount to be paid.   

 
Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  During judicial center construction projects, the 
Project Development Board will meet monthly and all expenditures will be approved prior to payment. 

 

2013-006 The Fiscal Court Should Pay Invoices Within 30 Working Days 

 

During the course of our audit, in testing paid disbursements we found 14 invoices during the year, totaling 

$682,272 that were not paid within 30 working days.  Per KRS 65.140(2), all bills for goods and services shall 

be paid within thirty (30) working days of the vendor’s invoice except when payment is delayed because the 

purchaser has made a written disapproval of improper invoicing by the vendor or by the vendor’s 

subcontractor.  If a payment of invoices exceeds 30 days, a 1% interest payment should be added.  We 

recommend the county comply with KRS 65.140, by paying invoices with thirty (30) working days. 

 
Former Judge/Executive’s Response:  None.   
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STATE LAWS AND REGULATIONS AND MATERIAL WEAKNESSES (Continued) 

 

2013-006 The Fiscal Court Should Pay Invoices Within 30 Working Days 

 

County Judge/Executive Stanley Franklin’s Response:  We understand the requirement of KRS 65.140(2) and 
will make every effort to comply, however, our current financial condition may not permit all bills to be paid 

within thirty days.  We will make debt payments, utilities and payroll and related expenses a priority. 
 

2013-007 The Fiscal Court Should Pay Overtime Properly 

 

During our testing of payroll, we found an employee of the county, who appears not to have been exempt from 

the overtime provisions of the wage and hour laws, who was not being paid overtime properly, and there was 

no documentation of that employee being exempt from being paid overtime at a rate of one and one-half times 

their hourly rate.  The county’s administrative code says each class of employee shall be declared “exempt” or 

“non-exempt” in accordance with the provisions of federal and state wage and hour laws.  Employees in non-

exempt classes shall receive overtime pay at the rate of one and one-half times the regular hourly wages for 

actual hours worked in excess of 40 hours in any work week, or may request compensatory time in lieu of 

overtime wages.  There was no documentation in employees’ personnel files of employees being designated as 

exempt from being paid overtime.  It appears the duties of the employee in question met the criteria for the 

non-exempt classification.  We recommend the fiscal court follow the administrative code and declare each 

class of employee as exempt or non-exempt in compliance with the Fair Labor Standards Act.  Further, we 

recommend all non-exempt employees be paid overtime at a rate of one and one-half their hourly rate.   

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  The Fiscal Court currently pays overtime to all 

employees working more than forty hours in any workweek.  We will also make a determination as to the  
employees’ exempt or non-exempt status based on federal and state wage and hour laws and indicate the 

determination in writing in the employees’ personnel files. 
 

2013-008 The Fiscal Court Should Approve Annually A Salary Schedule 

 

The fiscal court did not approve and set the salaries for county employees. KRS 64.530 says the fiscal court of 

each county shall fix the reasonable compensation of every county officer and employee. We recommend the 

county list all employees and each salary or hourly pay rate for each specific job duty. The county should also 

include the starting pay rates for entry-level positions.  The county should revise this list as increases in pay are 

approved by the fiscal court.   

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  When I came into office in January 2015, the fiscal 
court approved and set salaries for all county employees in accordance with KRS 64.530. 
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2013-009 The County Should Properly Withhold Employees’ Health Insurance Premiums 

 

We found that the county paid the entire health insurance premium for a family plan for an employee of the 

County Attorney’s office.  The Administrative Code says the county should provide single coverage for health 

insurance as prescribed in the group insurance contract.  Officers or employees who wish to purchase 

additional coverage for family members shall pay the full costs for the optional insurance.  For fiscal year 

ending June 30, 2013, the single plan for this employee would have cost $579 a month.  However, the county 

was paying $968 each month for a plan to add a dependent.  The additional $389 should have been withheld 

from the employee’s paycheck, totaling $4,668 for the fiscal year.  This employee started receiving health 

insurance benefits in 2011.  The county should calculate the total amount of health insurance premiums that 

were paid above the single plan for this employee since her employment began to determine the total amount 

due back to the county.  We recommend the county ensure health insurance premiums are properly withheld 

from employees’ paychecks in the future. 

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  This was addressed by the Fiscal Court prior to my 

tenure as Judge/Executive.  The fiscal court, in an official action, decided not to seek reimbursement from this 
employee.  In the future, we will implement procedures to ensure that the Fiscal Court only pays the single 

rate for any employees’ health insurance coverage. 

 

2013-010 The Fiscal Court Should Annually Review The Administrative Code And Make Any Changes Or 

Revisions They Deem Necessary 

  

During our audit, we found no indication in the official minutes that the fiscal court reviewed the 

administrative code.  KRS 68.005(2) says that the fiscal court shall review the administrative code annually 

during the month of June.  The county’s administrative code includes job duties for county employees.  These 

job duties do not address each job classification.  We recommend that the Fiscal Court review the 

Administrative Code and make changes as necessary to ensure each job classification is addressed.  The review 

of the Administrative Code should be reflected in the minutes of the Fiscal Court.   

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  The administrative code was reviewed in June 30, 2014 

and June 30, 2015 and documented in the official minutes. 
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C. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARDS PROGRAM AUDIT 

 

2013-011 The Fiscal Court Failed To Implement Adequate Internal Controls Over Federal Awards 

 

Federal Program:  CFDA #97.036, CFDA #23.011, CFDA #10.923 ARRA 

Federal Agency:  U.S. Department of Homeland Security, Appalachian Regional Commission, U.S 

Department of Agriculture 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Activities Allowed or Unallowed, Allowable Costs and Cost Principles, Matching/Level of 

Effort/Earmarking, Procurement and Suspension and Debarment, Special Tests & Provisions 

Questioned Costs:  See individual comments 

 

During February and March 2012, Morgan County experienced a severe weather outbreak that resulted in two 

tornados and substantial damage.  The county qualified for disaster relief under FEMA regulations (Disaster 

#4057) and also obtained other grants for projects related to the storm damage.  Natural Resource Conservation 

Service (NRCS) funds totaling $90,000 were obtained under the Emergency Watershed Protection Program to 

repair damage to creeks/streams.  An Appalachian Regional Commission (ARC) grant totaling $100,000 was 

received to design a “Master Plan” for the reconstruction of Main Street and the downtown area.  In total, the 

county expended $1,847,706 in federal assistance during fiscal year ended June 30, 2013.  Local funds would 

be used if it is determined that federal assistance is to be repaid. 

 

In order to comply with OMB Circular A-133 regarding federal grants, the entity must establish adequate 

internal controls to ensure compliance with each major program’s applicable compliance requirements.  

Numerous deficiencies were noted in the design and implementation of internal controls over federal awards: 

 

 Failure to maintain complete and accurate supporting documentation for federal awards 

 Failure to investigate/reconcile discrepancies and/or questionable transactions 

 Failure to report questionable transactions to the appropriate level of management 

 Failure to adequately track and monitor federal awards 

 Failure to designate responsibility for compliance with appropriate individual 

 Lack of follow up on questionable transactions 

 Inadequate interaction between staff and management  

 Inadequate flow of information to oversight agencies 

 Inadequate segregation of duties between review and authorization of costs 

 

Inadequate internal controls resulted in the following noncompliance issues: 

 Adequate supporting documentation was not available for all federal expenditures (See Comment 

#2013-013) 

 Invoices between contractors did not coincide (See Comment #2013-014) 

 Supporting documentation was created by county personnel for several contractors (See Comment 

#2013-015)  

 FEMA project may have been completed in violation of approved scope of work (See Comment 

#2013-016) 

 Contracts were not executed in accordance with federal guidelines (See Comment #2013-017) 

 Matching funds were not provided for local portion of grant as required (See Comment #2013-018) 

 Bids were not solicited for all federal projects (See Comment #2013-019) 

 American Reinvestment & Recovery Act (ARRA) provisions were not followed (See Comment 

#2013-020) 

 Federal expenditures were not properly approved (See Comment #2013-021) 

 Lease agreements were not properly executed (See Comment #2013-022) 
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  (Continued) 

 
2013-011 The Fiscal Court Failed To Implement Adequate Internal Controls Over Federal Awards 

(Continued) 

 

The noncompliance issues noted above have resulted in significant questioned costs and material non-

compliance with federal grants in the areas of Activities Allowed and Unallowed, Allowable Costs and Cost 

Principles, Matching/Level of Effort/Earmarking, Special Tests & Provisions. 

 

We recommend the Fiscal Court review their internal controls over federal awards and design and implement 

controls that will ensure material compliance with applicable requirements for all federal awards.  We also 

recommend the Fiscal Court seek guidance from grantor agencies to determine if repayment is necessary or 

required. 

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  I agree that the Fiscal Court failed to implement 

adequate internal controls over federal awards.  We will make efforts to improve internal controls over federal 

awards in the future. 
 

2013-012 The Fiscal Court Did Not Have Proper Oversight For Appalachian Regional Commission (ARC) 

Grant 

 

Federal Program:  CFDA #23.011 

Federal Agency:  Appalachian Regional Commission 

Compliance Area:  Internal Controls over Activities Allowed or Unallowed, Allowable Costs and Cost 

Principles, Cash Management, Period of Availability, Reporting 

Questioned Costs:  $0 

 

The fiscal court did not maintain adequate supporting documentation regarding the ARC grant.  Auditors could 

not locate copies of the grant agreement, contracts, reports, requests for payment, and other relevant supporting 

documentation regarding this federal program.  The grant was administered in conjunction with another 

governmental agency and auditors were able to obtain some supporting documentation from them.  However, 

the fiscal court cannot delegate the responsibility for compliance with grant provisions.  Even if other 

governmental agencies assist in the administration, application, and/or reporting process, the ultimate 

responsibility for compliance rests with the county and proper oversight of all grant activity is an essential 

component for adequate internal controls over compliance.  The fiscal court must monitor all grant activity and 

maintain adequate supporting documentation to ensure that all material compliance requirements are met in 

accordance with OMB Circular A-133 requirements.   

 

Failure to implement proper oversight and documentation of federal awards could have resulted in material 

non-compliance issues, improper payments, fraud, waste, and/or abuse.   

 

We recommend the fiscal court ensure proper oversight over all grant activity, ensure that all required 

supporting documentation is maintained, and ensure that all material compliance requirements are met.   
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2013-012 The Fiscal Court Did Not Have Proper Oversight For Appalachian Regional Commission (ARC) 

Grant (Continued) 

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  We agree that all documentation pertaining to federal 
awards should be maintained by the County at the Judge/Executive’s office.  We understand that we are 

ultimately the responsible party.  We plan to implement procedures so that grant documents are analyzed by a 

county employee to determine grant requirements.  Those grant requirements will be relayed to the 
appropriate county employees and emphasis will be placed on the importance of compliance with grant 

requirements.  

 

2013-013 The County Did Not Maintain Adequate Supporting Documentation For Federal Expenditures 

 

Federal Program:  CFDA #97.036 

Federal Agency:  U.S. Department of Homeland Security 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Allowable Costs and Cost Principles 

Federal Questioned Costs:  $312,094 

State Questioned Costs: $42,353 

 

During FEMA testing, we noted that several contractors were paid for debris removal; however, the invoices 

submitted for payment did not contain the necessary supporting documentation (i.e. haul tickets, weigh 

tickets).  In some instances, the supporting documentation available did not fully support the amount billed by 

contractors.  Auditors were unable to determine if the costs were allowable due to inadequate documentation.  

In addition, there was one small project that had no documentation available. 

 

OMB Circular A-87, Attachment A, Paragraph C outlines the basic guidelines for allowable costs.  In order to 

be allowable under for federal grants, the cost must meet certain basic criteria, including adequate 

documentation.  Debris removal guidance for FEMA projects also states that load tickets should be used to 

record with specificity where the debris was picked up and the amount picked up, hauled, reduced, or disposed. 

 

The Fiscal Court did not implement adequate internal controls over federal awards to ensure material 

compliance with Allowable Cost compliance requirements (See Comment #2013-011), which has resulted in 

material non-compliance and total questioned costs of $354,447. 

 

We recommend the fiscal court implement procedures to ensure all necessary supporting documentation is 

maintained before payments are made to contractors.  We will refer this matter to the Kentucky Department of 

Military Affairs. 

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 
invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 

documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 
documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 
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2013-013 The County Did Not Maintain Adequate Supporting Documentation For Federal Expenditures 

(Continued) 

 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 
be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 

been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 
prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 

to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 
uncomfortable participating or feel may be a noncompliance with grant requirements. 

 

2013-014 Debris Removal Invoices Did Not Coincide Between FEMA Contractors 

 

Federal Program:  CFDA #97.036 

Federal Agency:  U.S. Department of Homeland Security 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Allowable Costs and Cost Principles 

Federal Questioned Costs:  $142,689 

State Questioned Costs:  $22,830 

 

As previously discussed, the fiscal court utilized contractors for debris removal activities as part of the disaster 

cleanup efforts.  Certain contractors were responsible for loading and hauling the debris to designated 

dumpsites, where other contractors were responsible for disposing of the debris.  We noted numerous instances 

in which the billing dates, times, and amounts between hauling and disposal contractors did not coincide.  For 

example, one particular hauling contractor billed for debris hauling to a certain disposal site for the periods 

April 16 to May 10.  The disposal contractor billed for this same hauling contractor for disposal that 

supposedly occurred before (April 9 to April 14) and after (May 31 to June 8) the hauling contractor’s invoices 

indicate.  The disposal contractor had attached haul tickets to support the invoice; however, the haul ticket 

numbers, dates, and amounts did not agree to the hauling contractor’s documentation.  The extent and 

magnitude of discrepancies noted indicate that invoices may not be accurate, and raises questions about the 

validity and accuracy of supporting documentation. 

 

FEMA debris removal guidance states that load tickets should be used to record where the debris was picked 

up, the amount hauled, and the disposal method.  In this instance, four part haul tickets were supposed to be 

used with one copy for the hauling contractor, one copy for the disposal site, one copy for the county, and one 

copy for FEMA.  We would expect all dates, times, and amounts to agree between hauling and disposal 

contractors since each contractor was expected to receive a duplicate of the same haul ticket.  

 

The fiscal court failed to implement adequate internal controls over debris removal activities.  This has resulted 

in potential fraud, waste, and abuse as indicated by the numerous discrepancies noted among debris removal 

contractor documentation.  Furthermore, the county has a material noncompliance with FEMA Allowable Cost 

requirements and questioned costs of $165,519 related to this issue. 

 

We recommend the fiscal court implement adequate internal controls over federal awards in order to ensure 
compliance with federal regulations, which includes comparing invoices not only to the supporting 

documentation for each contractor but also to other contractor’s supporting documentation if the information 

should coincide.  We also recommend the fiscal court consult the County Attorney and Attorney General for
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2013-014 Debris Removal Invoices Did Not Coincide Between FEMA Contractors (Continued) 

 

guidance in determining the legitimacy and accuracy of invoices in question.  We will refer this matter to the 

Attorney General, the Federal Bureau of Investigation, and the Department of Military Affairs. 

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 
invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 
documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 

documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 
be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 

been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 
to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 
uncomfortable participating or feel may be a noncompliance with grant requirements. 

 

2013-015 The County Paid Contractors Based On Supporting Documentation That Was Created By County 

Personnel 

 

Federal Program:  CFDA #97.036 

Federal Agency:  U.S. Department of Homeland Security 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Allowable Costs and Cost Principles 

Federal Questioned Costs:  $46,508 

State Questioned Costs: $7,441 

 

Federal Program:   CFDA #10.923 ARRA 

Federal Agency:  U.S. Department of Agriculture 

Compliance Area:  Allowable Costs and Cost Principles; Procurement and Suspension and Debarment 

Federal Questioned Costs:  $90,000 

 

During testing of federal expenditures, we identified 6 invoices and 56 haul tickets that were created by county 

personnel at the direction of the former County Judge/Executive.  Auditors cannot determine if the work was 

actually performed since contractors did not submit any documentation to substantiate work performed or 

amounts billed.  Additionally, the documentation created by county personnel raises questions regarding the 

validity and accuracy of supporting documentation and substantially increases the risk of fraud, waste, and/or 

abuse of federal awards. 

 

OMB Circular A-87, Attachment A, Paragraph C outlines the basic guidelines for allowable costs.  In order to 
be allowable under for federal grants, the cost must meet certain basic criteria including adequate 

documentation.  Debris removal guidance also states that load tickets should be used to record with specificity 

where the debris was picked up and the amount picked up, hauled, reduced, or disposed.  If any of the
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2013-015 The County Paid Contractors Based On Supporting Documentation That Was Created By County 

Personnel (Continued) 

 

documentation on file has been created by county personnel instead of the vendor, we cannot determine proper 

disposition of the federal funds, increasing the risk that fraudulent activity may have occurred. 

 

The county’s failure to implement adequate internal controls over applicable compliance requirements (See 

Comment #2013-011) has resulted in material non-compliance with FEMA and NRCS grants for Allowable 

Costs and Procurement provisions.  Questioned costs totaling $143,949 have been noted related to the federal 

and state share of the federal programs; however, due to questions regarding the validity of the invoices, 

auditors were unable to substantiate any of the amounts paid.   

 

We recommend the fiscal court implement adequate internal controls to ensure compliance with federal 

regulations.  Additionally, we recommend the fiscal court ensure that all personnel are aware that creating 

documentation in an attempt to circumvent internal controls is unacceptable and may jeopardize federal grant 

awards.  Finally, we recommend the county establish proper communication channels for employees to report 

information that would be relevant in relation to noncompliance, questioned costs, possible fraud, waste, 

abuse, etc.  We also recommend the fiscal court consult the County Attorney and Attorney General for 

guidance in determining the legitimacy and accuracy of invoices in question.  We will refer this matter to the 

Attorney General, the Federal Bureau of Investigation, the Department of Military Affairs, and the U.S. 

Department of Agriculture.   

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 

invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  
The treasurer has been advised that any check written must contain sufficient and appropriate supporting 

documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 

documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 
tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 

be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 
been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 

to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 

uncomfortable participating or feel may be a noncompliance with grant requirements. 
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2013-016 The Fiscal Court May Have Used FEMA Funds To Make Improvements To Park Project 

 

Federal Program:  CFDA #97.036 

Federal Agency:  U.S. Department of Homeland Security 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Activities Allowed or Unallowed, Allowable Costs and Cost Principles 

Federal Questioned Costs:  $101,141 

State Questioned Costs:  $16,183 

 

During FEMA testing, auditors noted construction of restrooms at the Little League Park and construction of a 

concession stand at the swimming pool.  It is unclear from the documentation available if restrooms existed at 

the Little League Park pre-disaster.  In addition, there was a concession stand at the swimming pool pre-

disaster; however, it appears that a new concession building may have been constructed in addition to repairs 

to the former concession building.  We have been unable to obtain sufficient documentation to ascertain the 

exact pre-disaster condition of the park to determine if the construction projects noted were within the scope of 

the Project Worksheet (PW). 

 

FEMA regulations in OMB Circular A-133 Compliance Supplement and in the FEMA Applicant Handbook 

specify that federal funds may only be used to repair facilities to pre-disaster condition.  Any repairs that 

improve the facility or any new construction is the financial responsibility of the applicant. 

 

The Fiscal Court did not implement adequate internal controls over federal awards to ensure material 

compliance with federal awards (See Comment #2013-011).  Questioned costs totaling $117,324 were noted 

for material non-compliance with Activities Allowed or Unallowed and Allowable Cost compliance 

requirements applicable to FEMA grant projects for FY 2013.   

 

We recommend the Fiscal Court implement controls to ensure that all FEMA projects are completed within the 

scope of work described on the Project Worksheet.  We will refer this matter to the Department of Military 

Affairs so that they can make a determination whether the questionable construction projects were within the 

approved scope of the work.   

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 

invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 
documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 

documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 
be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 

been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 
to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 
uncomfortable participating or feel may be a noncompliance with grant requirements. 
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2013-017 The County Did Not Comply With Federal Regulations Regarding Contracts 

 

Federal Program:  CFDA #97.036, CFDA #23.011, CFDA #10.923 ARRA 

Federal Agency:  U.S. Department of Homeland Security, Appalachian Regional Commission, U.S 

Department of Agriculture 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Allowable Costs and Cost Principles;  Procurement and Suspension and Debarment 

Questioned Costs:  $0 

 

During fiscal year 2013, the county relied heavily on contractors to assist in debris removal and other activities 

related to disaster damage.  We noted numerous deficiencies in the form and execution of contracts with 

vendors: 

 

 Three instances (totaling $240,810 of federal expenditures) were identified in which vendors did not 

have a contract at all 

 Six instances (totaling $779,706 of federal expenditures) were identified in which the contract on file 

did not contain sufficiently detailed information  

 None of the contracts on file contained provisions for period of performance, contract dollar limits, 

subcontractor plans, termination clauses, and safe working environment clauses. 

  

In order to be in compliance with federal regulations, contracts must contain all applicable provisions and 

terms.  In addition, contracts with clearly defined scope of work, performance limitations, and dollar 

limitations reduce the risk of fraud, waste, and abuse.  FEMA guidelines list specific requirements for 

contracted services related to debris removal and include: 

 

 All payment provisions must be based on unit prices 

 Provision requiring contractors to submit invoices regularly and for no more than 30-day periods 

 Must include a “Termination of Convenience” clause allowing contract termination at any time for 

any reason 

 Reasonable limit on the period of performance for the work to be done 

 A subcontractor plan including a clear description of the percentage of work the contractor may 

subcontract and limiting the use of subcontractors to only those approved by the entity 

 Provision requiring the contractor to provide a safe working environment 

 

The county’s failure to ensure contracts were properly executed with all vendors has resulted in material non-

compliance with federal awards. 

 

We recommend the fiscal court ensure that sufficiently detailed contracts are executed properly for all vendors 

and that all contracts with vendors are executed in accordance with federal grant provisions.   

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  We agree that all documentation pertaining to federal 

awards should be maintained by the County at the Judge/Executive’s office.  We understand that we are 
ultimately the responsible party.  We plan to implement procedures so that grant documents are analyzed by a 

county employee to determine grant requirements.  Those grant requirements will be relayed to the 

appropriate county employees and emphasis will be placed on the importance of compliance with grant 
requirements.  
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2013-018 The Fiscal Court Failed To Provide Required Matching Funds For NRCS Projects 

 

Federal Program:  CFDA #10.923 ARRA 

Federal Agency:  U.S. Department of Agriculture 

Compliance Area:  Matching 

Questioned Costs:  $0 (Entire amount is already listed as questioned cost under Comment #2013-015) 

 

During out testing of NRCS expenditures, we noted the amounts paid to contractors agreed exactly to the 

amounts awarded for NRCS projects ($90,000).  The grant agreement specifically states that the federal 

portion of funding may not exceed 90% of the project total.  We noted no other payments to contractors or 

other supporting documentation that would account for the fiscal court’s 10% local match. 

 

The fiscal court failed to implement internal controls related to Matching requirements.  As a result of this 

failure, the county is in noncompliance with NRCS Emergency Watershed Protection project regulations. 

 

We recommend the fiscal court maintain and track all federal awards that have matching provisions and 

implement adequate internal controls to ensure compliance with matching requirements.  We also recommend 

the fiscal court contact the U.S. Department of Agriculture to determine what, if any, action can be taken to 

rectify this noncompliance. 

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 
invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 

documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 
documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 

be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 
been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 
to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 

uncomfortable participating or feel may be a noncompliance with grant requirements. 
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2013-019 The Fiscal Court Failed To Solicit Bids For NRCS Projects 

 

Federal Program:  CFDA #10.923 ARRA 

Federal Agency:  U.S. Department of Agriculture 

Compliance Area:  Procurement and Suspension and Debarment;  State and Local Laws and Regulations   

Questioned Costs:  $0 (Entire amount is already listed as questioned cost under Comment #2013-15) 

 

The Fiscal Court did not solicit bids for NRCS projects.  Although the disaster occurred in March 2012, work 

on the NRCS projects was not started until May 2012.  This would have given the county ample time to solicit 

bids for the projects.   OMB Circular A-133 requires entities to comply with all state and local procurement 

provisions.  KRS 424.260 states when the county makes a contract, lease, or other agreement involving an 

expenditure of more than $20,000, they must advertise for bids.  In order to obtain the best prices on goods and 

services, the fiscal court should advertise for bids on projects or budget items that are expected to exceed 

$20,000.  Competitive bidding increases the likelihood that the entity will procure goods and services at the 

best prices available, which will result in the most efficient use of taxpayer resources.    

 

The fiscal court’s failure to solicit bids for NRCS projects has resulted in noncompliance with state laws.  In 

addition, the fiscal court may have expended more than necessary for projects that could have been more cost 

effective if competitive bidding was utilized. 

 

We recommend the fiscal court implement internal controls to ensure compliance with federal awards, 

including provisions that indicate the entity must comply with all state and local regulations.  We further 

recommend the fiscal court participate in competitive bidding in order to ensure the most efficient use of 

federal awards.   

 

Former Judge/Executive’s Response:  None.   
 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 
invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 
documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 

documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 
be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 

been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 
to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 
uncomfortable participating or feel may be a noncompliance with grant requirements. 
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2013-020 The Fiscal Court Failed To Comply With Regulations Regarding American Reinvestment & 

Recovery Act (ARRA) Funds 

 

Federal Program:  CFDA #10.923 ARRA 

Federal Agency:  U.S. Department of Agriculture 

Compliance Area:  Special Tests & Provisions – ARRA Funding   

Questioned Costs:  $0 (Entire amount is already listed as questioned cost under Comment #2013-015 

 

As described in Comment #2013-011, the fiscal court received funding from NRCS as part of the county’s 

disaster recovery activities.  NRCS is funded through the American Reinvestment & Recovery Act (ARRA).  

Special regulations apply to all entities that receive ARRA funding in order to maximize transparency and 

accountability to mitigate the risk of waste, fraud, abuse, and improper payments for grants awarded as part of 

ARRA.   

 

Per OMB Circular A-133, entities that receive ARRA funding are expected to implement adequate internal 

controls to ensure grants are properly accounted for and properly expended.  As discussed in Comment #2013-

011, the county did not implement adequate controls over NRCS projects which resulted in material non-

compliance issues, as addressed in Comment #2013-015, Comment #2013-018 and Comment #2013-019.   

Furthermore, entities are expected to identify and track all ARRA funding on the Schedule of Expenditures of 

Federal Awards (SEFA).  The county failed to identify NRCS funds as ARRA related. 

 

The lack of internal controls over federal awards and the material noncompliance issues related to the NRCS 

grant have resulted in the entire $90,000 expended under the grant to be a questioned cost.  In addition, as 

discussed in Comment #2013-015, the expenditures under the NRCS grant could represent improper payments 

and potentially fraudulent transactions, which is the very issue the special provisions for ARRA were 

established to prevent. 

 

We recommend the fiscal court closely monitor all federal awards to determine if grants are fully or partially 

funded by ARRA.  We further recommend the fiscal court identify and track all ARRA funds in accordance 

with federal guidelines.  Finally, we recommend the fiscal court implement adequate internal controls to ensure 

that all federal awards are accounted for and expended properly and that any special provisions related to 

ARRA are met. 

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 
invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 

documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 
documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 

be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 
been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 
to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 

make every effort to make any employee feel comfortable discussing any situation in which they feel 

uncomfortable participating or feel may be a noncompliance with grant requirements. 
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2013-021 The Fiscal Court Did Not Properly Approve Two FEMA Expenditures 

 

Federal Program:  CFDA #97.036 

Federal Agency:  U.S. Department of Homeland Security 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Allowable Costs and Cost Principles 

Federal Questioned Costs:  $0 

 

We noted two instances, totaling $265,774, in which FEMA expenditures were not approved by the fiscal 

court before the payments had been made.  In these instances, contractors were paid for work performed and 

the fiscal court retroactively approved the expenditures.  In order to ensure that payments are proper, 

adequately documented, and in compliance with allowable cost compliance requirements, the fiscal court 

should review and approve all expenditures prior to payment.  If the fiscal court fails to do this, improper 

payments could be made and it would be too late for the fiscal court to take any action to correct the issue.  We 

recommend the fiscal court ensure that all payments for federal awards be reviewed and approved prior to 

payment.   

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 

finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 

invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  
The treasurer has been advised that any check written must contain sufficient and appropriate supporting 

documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 
documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 

tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 

be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 
been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 

to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 
make every effort to make any employee feel comfortable discussing any situation in which they feel 

uncomfortable participating or feel may be a noncompliance with grant requirements. 
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2013-022 The Fiscal Court Did Not Execute A Lease Agreement For FEMA Temporary Relocation 

Activities 

 

Federal Program:  CFDA #97.036 

Federal Agency:  U.S. Department of Homeland Security 

Pass Through Agency:  Department of Military Affairs 

Compliance Area:  Activities Allowed or Unallowed, Allowable Costs and Cost Principles 

Federal Questioned Costs:  $0 

 

The fiscal court leased property from a landowner for temporary facilities (i.e. tents, temporary office trailers, 

temporary restroom facilities, etc) to be located in the months immediately following the disaster.  The fiscal 

court did not execute a lease agreement with the landowner stating the terms, length, and conditions of the 

lease.   The total amount paid to the landowner was $13,500.  This is indicative of the absence of internal 

controls, the attitude of management, and the culture of the entity in which numerous noncompliance issues 

and significant questioned costs have been noted for federal programs. 

 

Strong and adequate internal controls would require a properly executed lease agreement be approved by the 

fiscal court for all short term leasing arrangements.  Without this documentation, the risk of improper 

payments or fraud/waste/abuse is increased and it is more difficult to determine if the activities and costs are 

allowable under FEMA regulations.   

 

We recommend the fiscal court ensure that lease agreements are properly executed and approved for all 

transactions that would require such an agreement. 

 

Former Judge/Executive’s Response:  None.   

 

County Judge/Executive Stanley Franklin’s Response:  When I took office in January 2015, I appointed a 
finance officer.  This individual is responsible for issuing purchase orders, agreeing the purchase orders to 

invoices, and ensuring that invoices received are reasonable and necessary costs incurred by the Fiscal Court.  

The treasurer has been advised that any check written must contain sufficient and appropriate supporting 
documentation.  I will not sign any checks that are not accompanied by sufficient and appropriate supporting 

documentation.  The procedure of county employees’ preparing vendor invoices has never occurred during my 
tenure as Judge/Executive.  Employees’ will be made aware that such action is absolutely forbidden.  Bids will 

be solicited in accordance with federal grant requirements.  Since I have taken office, all expenditures have 

been approved by the fiscal court and will continue to be in the future.  All future lease agreements will be 

prepared by the County Attorney, properly executed and approved by the Fiscal Court.  Furthermore, I will try 

to set a tone in my office regarding open communication between my staff, myself and the Fiscal Court.  I will 
make every effort to make any employee feel comfortable discussing any situation in which they feel 

uncomfortable participating or feel may be a noncompliance with grant requirements. 

 

D. SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

 

None. 



 

 

 


